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P. 0. Box 7970

wl.go Madison, Wisconsin 53707
commerce.wl.gov PR

TDD #: (608) 264-8777

iIsconsin i Boyt, Govemor

Department of Commerce

September 15, 2008

The Honorable Jim Doyle
Governor, State of Wisconsin
Room 115 East, State Capitol
Madison, WI 53702

Dear Governor Doyle:

[ am pleased to present the Department of Commerce's proposed budget for fiscal years 2010 and
2011. This budget is essentially a cost-to-continue submittal. 1 am not requesting any additional state
general purpose revenue (GPR) funds, other than the standard budget adjustments. This budget
request enables the Department of Commerce to maintain a basic level of operations that addresses
the existing needs and demands for financial assistance and services from our customers. It also
enables the Department to address some workload demands that have emerged during the 2007-2009
legislative session.

Under your leadership and direction, economic development has continued to be a top priority in
Wisconsin. The Department of Commerce has made a substantial contribution to the state’s long-term
economic growth and vitality during the past year. In FY 08, we utilized the state's economic
development programs and initiatives to make 438 awards totaling over $231 million that leveraged
more than $1.071 billion in investment in Wisconsin. This investment will create more than 6,800 jobs
and retain nearly 16,200 jobs.

| am particularly pleased to report that the Department has included several initiatives that address
priorities outiined in your strategic economic development plan: Accelerate Wisconsin: Building the
Next Generation. The plan builds on the success of 2003 Act 255, which provided severat economic
development tools, including tax credits, grants and loans, to support start-up companies and attract
angel and venture capital investment to the state. In a recent report, private dollars invested in early-
stage investments in Wisconsin grew by 43 percent in 2007. The sources of these private dollars
included individual angel investors, angel networks, early-stage funds and other private entities. In
addition, venture capital investments, which are made at a later-stage, also grew by 23.3 percent in
2007. At the Department of Commerce, the number of early-stage qualified venture funds in the Act
255 program has grown from four in 2005 to 15 during the past year. This early-stage capital is
essential fo new business development.

Accelerate Wisconsin aims to improve the availability of capital investment to new start-ups. The
Department has included three initiatives to address this objective. First, the Department proposes to
allow the angel investor to claim the entire 25% angel credit in the first taxable year. Presently,
investors must divide the credit evenly between two tax years. This change will make the credit
consistent with the venture firm credit, which is 25% in the year the investment is made. With both
credits consistent, the proposal will also promote administrative efficiency by easing the carry forward
accounting and tracking of the credits for the Department of Revenue.

Second, Commerce proposes to increase the per business cap on angel investments from $1 million to
$4 million, and, by statute, provide that the per business cap on venture firm investments is also $4
million. These changes will provide ange! investors and venture firms with the same cap, and thus, will
permit businesses to determine the best way of receiving investments. Under current law, the per
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business cap on angel investments is $1 million, and the per business cap on venture firm investments,
as established by rule, is $4 million.

Third, the Department proposes to delete the per angel investment cap in a business, which is currently
$2 million. This change will also place angel and venture firms with the same investment cap per
business, which is $4 million, and thus, provide both angel and venture firms with the flexibility to
determine their most appropriate investment opportunities in the early stages of the development of
start-up businesses.

All three of the initiatives should be effective for tax years beginning after 12-31-07. This date is
consistent with the effective tax date of the Act 255 changes in 2007 Act 20 (the budget bill). This date
will provide for the seamless administration of the tax credit program, and it will serve as an incentive
for investors to retain investments in qualified early stage companies.

In addition to the Department’s focus on improving capital availability for start-up firms, the Department
is proposing changes to the Film Production Tax Credit program. These changes will increase the
benefit of the program to Wisconsin residents by improving the incentive to buy, hire and invest in our
state. They will also create cost predictability for the program,

Included in this proposal are changes in the production expenditures credit to provide incentives to hire,
and thus, build an employment infrastructure for Wisconsin residents. Changes are also proposed to
provide incentives to purchase products and services from Wisconsin-based vendors for activities
related to the in-state production of a film. Additionally, the Department is proposing changes to the
Film Production Company Investment Tax Credit program to provide incentives for existing film
production companies to expand and invest in the state. Changes are also proposed to encourage
Wisconsin entities, with the potential to update their facilities and actively engage in making accredited
productions, to proceed with their investments and qualify for the credit.

Finally, the Department proposes to place a $5 million dollar cap on the amount of credits that may be
allocated to this program in a calendar year, in order to create fiscal predictability. This capis
consistent with the existing credit activity and will promote the continued growth and development of a
relatively new and budding industry in Wisconsin.

We are also continuing to streamline our programs. The Department is preposing to consolidate five
existing development zone programs, including the Enterprise Development Zone, Community
Development Zone, Agricultural Development Zone, Technology Development Zone and Airport
Development Zone programs, into a single economic development tax credit program. The program
will award tax credits to businesses for job creation, capital investment, employee training and for the
location or retention of a corporate headquarters in Wisconsin. In recent years the number of different
tax credit programs has muitiplied. The current inconsistencies among these programs in terms of
scope, eligibility and benefits have left our customers, our state’s businesses and communities, unclear
and confused. This initiative will permit the Department to serve Wisconsin business and communities
more effectively, responsively and efficiently with a single program and consistent criteria.

The initiative also responds to the 2006 Legislative Audit Bureau report that highlighted 152 different
economic development programs and recommended reducing the number of programs by
consolidating statutory requirements and standardizing eligibility criteria for similar proegrams. Finally,
this initiative requires the Department to allocate a portion of the tax credits to rural areas and to small
businesses. These provisions will ensure both geographic distribution of, and smali business access
to, the tax credits.

We have included several statutory changes that address issues and concerns in administering our
programs. One proposed change is in the Diesel Truck ldling Reduction Grant Program, which was
enacted in the 2005 budget. This program has been very successful in helping the transportation
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industry reduce air pollution emissions and fuel consumption. [t provides grants to reimburse motor
carriers for part of their expense in purchasing and installing idling reduction technology. Presently,
there is statutory language that flimits the number of diesel idling reduction units trucking companies can
apply for based on the number of eligible trucks in their fleet. The language prevents access to funds
for many trucking companies because they reach their lifetime maximum and may not apply for further
funds. We are proposing to remove this limit. Given current trucking industry struggles, including fue!
costs, the idfing reduction program significantly reduces the amount of fuel consumed and also reduces
air emissions poliution.

Finally, we are including requests for additional program-revenue funded staif resources fo address
workload issues resulting from legislation which was enacted without additional resources during the
past session. We are also including a request for additional staff resources to further implement the
Grow Wisconsin regulatory objective to make greater use of online technology in permitting, e-licensing
and payment acceptance. More specifically:

2007 Wisconsin Act 63 required the statewide licensing of all electricians and also statewide inspection
of electrical wiring. This issue is important to public safety. The Department will provide statewide
inspection for an additional 4,000 commercial electrical installations in areas of the state where a
municipality does not provide for such regulation. In addition, the Department will issue approximately
10,000 new electrical-related licenses. We are requesting an additional 2.0 FTE engineering consultant
positions to address workload issues resulting from the expanded statewide electrical regulatory
activity. Program revenue fees charged for the inspection activity and for the issuance of the
credentials will fund these positions.

2007 Wisconsin Act 125 provided Commerce with numerous goal-setting, benchmarking, evaluation,
auditing and verification responsibilities relating to economic development programs and awards. The
Department must also annually submit a comprehensive report assessing the economic development
programs it administers to the Joint Legislative Audit Committee and the appropriate standing
committees of the Assembly and the Senate. Seven other state entities (UW System, DATCP, DNR,
WHEDA, Tourism, WTCS, and DOT) must also submit reports under the act. Commerce is responsibie
for coordinating the development of the programmatic goals and accountability measures of these
entities to ensure that they are adequate, compatible and effective. Commerce is also responsible for
ensuring that all entities have their information readily accessible to the public on an Internet-based i
system. The implementation has added a significant workload to the agency. The Department is '
proposing the addition of 2.0 FTE positions, which will be funded by an expansion of the current loan
origination fee.

We are also requesting the addition of 1.0 FTE applications development staff position. It will enable
the Department to focus its Information Technology (iT) applications development services further on
developing the capability to expand on-line services in the areas of credit card payments, registration
for licensing exams, new license applications for credentials and plan review submittal.

I look forward to speaking with you about the Department’s budget request. | also look forward to the
opportunity to share concepts and initiatives that will further advance the objectives of the Grow
Wisconsin plan, along with our objectives for streamlining our programs and services and for achieving
efficiencies in the agency.

Sincerely,

B Ol

Aaron Olver

Deputy Secretary ' 7.




WISCONSIN DEPARTMENT OF COMMERCE
2009-2011 BIENNIAL BUDGET
DECISION ITEM PRIORITY LISTING

High Priority DINs

4001 Electrical Program Consultant Staff
4002 IT Applications Development

4005 Administration of 2007 Wisconsin Act 125

Medium Priority DINs

4003 Field Staff Travel

4004 Technical Fix of Authorized FTE
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